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BULGARIA 


SUMMARY 


Bulgaria's economic performance in 1978, while respectable, failed to 
meet planned targets in several areas. National income grew by 64% 

and industrial output by 7%. Agriculture, after a poor year in 1977, 
showed an overall increase of 5%. The economy continues to suffer from 
a number of problems, including poor management and organization, poor 
labor discipline, large gaps in ability to compete on woxld markets in 
terms of quality and technological level, inadequate services, and fre- 
quent shortages of spare parts. Future directions in the economy, as 
indicated by a March 1979 Central Committee meeting, may be toward 
allowing more leeway for enterprises to make their own economic deci- 
sions. 


A new twist in Bulgarian economic planning for 1979 is the approval of 
two consecutive one-year plans for economic development, coinciding with 
the last two years of the current Five-Year Plan which ends December Sig 
1980. These plans suggest that emphasis will continue to be placed on a 
few favored branches of the economy, including metallurgy, chemicals, 
heavy machine-building, and energy. The energy problem is especially 
serious due to a slowdown in the rate of growth of oil deliveries from 
the U.S.S.R. and the increasing price of oil, as well as expanding domes- 
tic consumption and limited energy resources. 


U.S.-Bulgarian trade in 1978 totaled $67.3 million. Agricultural commod- 
ities accounted for nearly 80% of bilateral trade in each direction. 

Lack of a trade agreement affording Most Favored Nation status to Bulgarian 
exports to the U.S. has had a dampening effect on trade, although some 
opportunities exist for trade and industrial cooperation between the two 
countries. Bulgaria is mainly interested in advanced technology and equip- 
ment from the U.S. in such areas as electronics, chemicals, metallurgy, 
construction, agriculture, and food processing. 


PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


The growth of Bulgarian national income was less rapid in 1978 than in 
preceding years, with an increase of 6.0%. In the two previous years of 
the current Five-Year Plan, corresponding figures were 6.7% (1976) and 
6.3% (1977). The planned increase for 1978 had been 6.8%. Industrial 
production increased by 7.0%, as compared with increases of 8.0% in 1976 
and 6.8% in 1977. Here too, the planned increase of 7.7% was not realized. 
Growth in labor productivity was 6.4% as opposed to a planned 6.7%. Capi- 
tal investments also failed to meet the planned figure -- 5.8 billion leva 
were committed in 1978, as opposed to a planned 5.95 billion. About 57% 
of capital investment is earmarked for modernization and reconstruction -- 





a proportion due to increase to 69% by 1980. Over half of capital j 
investment is allocated to needs of material production, especially in 
rapidly developing areas of the economy such as energy, chemicals, 
machine-building, and metallurgy. Plans call for gradually reducing 
the number of incompleted projects, in order to solve one major problem 
in the economy -- the tendency of construction projects to drag beyond 
their scheduled time of completion. 


The star performers of Bulgarian industry in 1978 were machine-building 
and electronics, with respective increases of 11.3% and 12.4% over 1977 
production. The chemical industry grew by some 10% in 1978, and the 
construction industry by 10.4%. Metallurgy, however, considered to be 
part of the "big four" with machine-building, electronics, and chemicals, 
grew by only 3.62. 


Production in 1978 was lower than in 1977 for the following commodities: 
pig iron for processing (1.49 million tons, down 7.5%), steel in blocks 
(2.47 million tons, down 4.6%), mineral fertilizers (968,000 tons, down 
1.6%), electric motors (1.16 million, down 3.8%). The plan was fulfilled 
in the following areas: cold-rolled sheet metal (3.08 million tons, 
increase of 5.1%), internal combustion engines (up 21.2%) and motor fork- 
lift trucks (up 27.4%). Other commodities in the "big four" recording 
1978 increases include calcinated soda (1.29 million tons, up 6.42), 
sulphuric acid (974,000 tons, up 14.2%), internal combustion engines 
(13,000, up 21.2%), lathes (6,500, up 9.4%), tractors (7,700, up 22.62), 
small motor trucks (21,500, up 27.4%), and cement (5.15 million tons, 

up 10.42%). 


Light industry continued to be treated among the less important branches 

of the economy, with an approximate increase of 4.6% over 1977. Signifi- 
cantly, the production of some major branches of light industry was below 
or only slightly above that of 1977. For example, 348 million square meters 
of cotton fabrics and 33 million square meters of woolen fabrics were 
produced, equaling 4.3% and 0.8% respectively below the corresponding 
figures for 1977. Some 105 million knitwear items were produced, or 0.9% 
over 1977 results. Footwear production amounted to 20.77 million pairs, 

or 0.6% below 1977 levels. 


Agriculture, which saw output decrease by 6.3% overall in 1977, made a 
respectable recovery and noted a 5.0% increase in 1978, despite reported 
widespread damage from hailstorms, droughts, and frost. Wheat production 
increased from 3 to 3.43 million tons in 1978. Barley went up slightly 
from 1.48 to 1.50 million tons. In several key areas, however, 1978 
performance has failed even to recover to the level of two years ago. 
Grain corn continued to fall as a result of summer dry spells: from a high 
of 3.03 million tons produced in 1976, production dropped to 2.65 million 
tons in 1977 and to 2.31 million tons in 1978. Sunflower production also 
decreased in 1978 -- from 406,000 tons in 1977 to 361,000 tons in 1978. 
Sugar beet production also has noted a continuing decline over the current 





Five-Year Plan: from 2.28 million tons in 1976, to 1.83 million tons 
in 1977, to only 1.65 million tons in 1978. Increases, however, were 
noted in the fruit and vegetable areas: for example, tomatoes, a main- 
stay of Bulgarian hard-currency exports, increased from 746,000 tons 

in 1977 to 881,000 tons in 1978; grapes, another hard-currency earner, 
increased by some 45% -- from .75 million tons in 1977 to 1.09 million 
tons in 1978. Other increases were noted for apples (252,000 tons in 
1977; 299,000 tons in 1978) and potatoes (388,000 tons in 1977; 395,000 
tons in 1978). Oriental tobacco, which fell from 136,000 tons in 1976 
to 106,000 tons in 1977, increased to 113,000 tons in 1978. 


In the livestock area, large increases were noted only for pigs -- the 
population of which was 3.77 million on January 1, 1979, or some 11% 

over the corresponding figure a year earlier. Increases in cattle, how- 
ever, were only 1.5%, whereas sheep decreased by 0.4% and poultry by 
1.9%. Sales of meat in 1978 were only 0.1% over 1977 figures; meat 
products rose 1.8% over 1977. Fish and fish products, however, increased 
to 17.9% over 1977 levels. Sales of cheese were 4.2% over 1977, yellow 
cheese up 8.5%, while milk sales fell 2.6% and egg sales decreased by 
Liza 


In the area of living standards, the average salary for employees and 
workers increased by 3.1% and reached 1,873 leva per year (approximately 
$2,150 at current official exchange rates). Social consumption funds 
increased by 5%, while retail goods turnover rose 4.0%. Housing construc- 
tion fell far behind schedule, with only 66,000 units completed (84,000 
planned for each year of the current Five-Year Plan). 


Foreign trade increased by 11.1% overall compared with 1977. Trade with 
Third World countries went up 12.4%; statistics were not released on 
other countries. The proportion of exports represented by machines and 
equipment increased from 45.3% in 1977 to 47.3% in 1978. Although Western 
statistics continue to show a worsening trade balance between Bulgaria 
and the industrialized West -- with increases of 10% in imports and only 
3% in exports in the first six months of 1978 as compared with a similar 
period in 1977 -- official sources claim that Bulgaria has achieved a 
positive current account balance with the non-socialist countries and in 
certain invisibles. In other words, the Bulgarian trade deficit is said 
to have been more than made up by foreign tourism, road transportation, 
foreign construction projects, and other sources of hard currency. How- 
ever, no data has been published to support such contentions. Bulgaria 
does not publish balance of payments or hard currency debt data. Western 
sources estimate the country's current hard currency debt to be approx- 
imately $2.5-3.0 billion. 


PROBLEMS IN THE BULGARIAN ECONOMY 


Despite its continued growth, the Bulgarian economy suffers from a number 
of endemic problems which have compromised its ability to provide for 
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consumer needs or to insure satisfaction of demands in different economic 
sectors. 


The slogan of "quality and efficiency" adopted at the llth Party Congress 
in 1976 as the watchwords for economic efforts point out two of the main 
shortcomings in the economy. Too many goods are still produced which do 
not meet basic quality standards. A massive effort has thereby been 
undertaken to increase production of goods with a "K" or first-quality 
mark. Also, Bulgaria faces the question of producing goods that can com- 
pete successfully on the international market. Up to now, much of Bul- 
garian production has not been able to compete with the technology or 
quality standards of Western products. The Bulgarian economy is also 
still highly inefficient. Partly this is due to bureaucratic decision- 
making, partly to the lack of incentives to increase efficiency. One 
glaring example of this problem is the new Vitosha Hotel in Sofia, due 

to open in May 1979, some eight months behind schedule. The reason for 
the delay, according to Western experts, is the poor quality of work done 
by the Bulgarian construction crews. 


Construction is also a significant bottleneck in the economy. Far too 
many construction projects are not finished on time, either because sup- 
pliers do not deliver raw materials according to schedule, or because of 
poor workmanship or management. Current plans call for sharply reducing 
the number of new projects in the next two years, in order to bring old 
ones to completion. Only 5% of 1979 construction and 6% of 1980 construc- 
tion projects will be new starts. In this way, it is hoped to reduce the 
number of incompleted projects by 35% by 1980. As a result of faltering 
housing construction, the pent-up demand for housing, especially by young 
married couples, will continue to be only partially satisfied. 


Severe problems in agriculture have been mentioned in the Bulgarian press. 
Most notable has been the continuing loss of manpower, as young people 
migrate from the villages *to the cities. As a result, the average age of 
the agricultural population has continued to rise. New regulations promul- 
gated in 1978 seek to make rural life more appealing, especially for young 
people, through such means as direct monetary incentives, better provision 
for housing and cultural facilities, and permitting highly productive 
workers under 30 years of age to purchase cars without requiring a deposit. 


Services and supplies also continue to be areas of significant shortcomings. 
It was officially admitted that a number of towns and villages had suffered 
from a shortage of eggs, meat, sheep's cheese, and milk during 1978 because 
of breakdowns in the supply system. Climatic factors are also said to have 
played a part in the inability of state agencies to provide an adequate 
supply of fruits and vegetables during the period they would normally be 
available. A number of service areas were reported in the Bulgarian press 
to be inadequate in 1978; most especially, the operation of automobile 
service stations, which frequently featured long waits for services, over- 
charging, bribery, and substitution of old parts for new. Spare parts for 





% 
automobiles generally have been in short supply. Other instances of 
widespread cheating in the taxi and taxi-bus services have been reported 
in the Bulgarian press. 


Finally, some foreign customers have noted that Bulgarian suppliers were 
unable to supply them with sufficient quantities of certain commodities 
on the Bulgarian export list, had packaged some commodities improperly, 
or had not provided adequately against the possibility cf spoilage of 
perishable items on the way to Western markets. 

t 


PLANS FOR 1979-1980 


A novelty in Bulgarian planning introduced in late 1978 is the practice 

of making two consecutive single-year plans within the context of the 
five-year plan. It is assumed that, for 1980, two separate one-year plans 
will link the last year of the Seventh Five-Year Plan with the first year 
of the Eighth. One also notes, however, that with the introduction of 

the two-year cycle, original targets cited in 1980 are for the most part 
no longer referred to. This undoubtedly is a result of the unrealistic 
character of many of the 1980 targets postulated in 1976, in view of the 
lack of fulfillment of the plan in some areas, especially in agriculture. 


National income is expected to rise by 7% in 1979 and 7.2% in 1980. 
Industrial production is scheduled to increase by 7.8% in 1979 and 8.6% 
by 1980. Investment will increase to 6.1 billion leva in 1979 and 6.4 
billion by 1980. Labor productivity is due to rise 6.7% this year and 
7.0% in 1980. 


The machine-building, chemical, metallurgical, and energy industries 
together are to receive the greatest attention over the next two years. 
Their total share of industrial output is to rise from 49.8% in 1978 to 
52.3% by 1980. Machine-building and electronics will increase in volume 
by 11.6% in 1979 and 12% in 1980. Priority in this field is to be given 
to heavy investment machine-building, micro-electronics and robotics, 
hydraulics, and transport machine-building. Some 590 million leva are to 
be allocated for the expansion of the machine-tool and machine-building 
industries in 1979. One of the most notable projects is the heavy machine- 
building plant being constructed in Radomir. The factory will include a 
forging plant and an installation for the assembly of heavy metal objects 
such as those used in bridge construction. 


In the chemical and rubber industries, output is to increase by 9.1% in 
1979 and 14.3% in 1980. Growth is expected to be maintained through the 
introduction of new capacities in the areas of petrochemicals, small- 
tonnage chemistry, pharmaceuticals, microbiology, and plastics. The 
volume of production of petrochemicals and oil refining is planned to 
increase by 17.5% in 1979 and 13.6% in.1980. Non-organic chemical pro- 
duction is to rise by 13.7% in 1979 and 11.9% in 1980. The most impor- 
tant construction work in the industry will be additions to the giant 
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petrochemical complex near Burgas. Some 80 million leva will be spent 
in 1979-1980 to place into production plants for ethylene 250 and 
acetaldehyde (second quarter of 1979), benzene (third quarter of 1979), 
and ethylene oxide, ethylene glycol, polypropelyne, catalytic reforming 
and purifying operations (1980). A plant in Devnya (near Varna) will 
also be completed in 1979 to produce chlorine, vinyl-chloride, and 
polyvinyl-chloride. 


Metallurgy production is scheduled to increase 18.8% over 1978 levels 

by 1980. Toward the end of 1979, the first electric furnace of the 
expanded Lenin metallurgical combine is to be put into operation. In 
the large Kremikovtsi combine north of Sofia producing ferrous and non- 
ferrous products,- large-scale reconstruction and modernization began 
early in 1979. By 1980, the combine is to meet three-fourths of Bul- 
garia's needs for non-ferrous metals. By the end of the year, four flow 
lines for carrying the ore, concentrate, coke and powdered limestone will 
go into operation. Reconstruction and modernization of several rolling 
mills will also take place. In 1980, preliminary work is scheduled to 
begin on a new Third Metallurgical Complex, to be constructed north of 
Burgas. This complex is planned to increase output of metals for the 
Bulgarian economy, fill gaps in production through new product assort- 
ments, and make possible more exports to the CEMA countries. Once the 
Third Complex is in operation, the Lenin combine will be switched over 
to specialization in quality steel production. 


In the energy field, efforts will be concentrated on expanding the 
Maritsa-East 3 and Maritsa-East 2 thermo-electric power stations. New 
capacities will also be added to the Varna power station and the Kozloduy 
nuclear power station. Electric power production is scheduled to increase 
by 7.2% in 1979 and 10.1% by 1980, adding some 1,471 mw capacity over the 
next two years. Nearly all equipment and expertise for energy projects 
are Soviet-supplied. 


Light industry is expected to have a lesser rate of growth, with the overall 
volume or production rising by 3.3% in 1979 and 8.7% in 1980. The largest 
increase will be in knitwear -- 13.5% in 1979 and 33% in 1980, withthe 
expectation that new plants will be fully utilized by that time. A 28% 
increase in productivity is forecast over the next two years, including 32% 
in textiles and 16% in the leather-fur industry. 


According to a March Party Plenum decision on agriculture, the future 
direction of Bulgarian economic efforts will be directed toward less cen- 
tralization and allowing more room for maneuver by microeconomic units. 
Although Bulgarian officials deny they are trying to institute "market 
socialism" in their country, they explain that in the present state of 
development, Bulgaria requires less central direction and more initiative 
at the local level aimed at economic profitability. Accordingly, firms 
will have greater flexibility in determining investment, output, product 
mixes, and even possibilities of going to foreign markets to meet their 
needs in solving particular problems. Foreign trade will also be liber- 
alized, with the possibility being granted to individual agro-industrial 





complexes, for example, to make long-term arrangements with specific 
Western partners and to utilize a portion of the proceeds of their own 
export activity (3-5%) for purchase of needed equipment. 


PART B — IMPLICATIONS FOR THE UNITED STATES 


Although it is too early to judge how far the slowly transforming 
economic mechanism in Bulgaria will move in the direction of less 
centralism, the introduction of a more decentralized system promises 

to facilitate contacts between Bulgarian and U.S. firms. At the same 
time, one must remember that Bulgaria's principal thrust in its foreign 
economic relations is to reduce dependence on foreign suppliers for 
goods that can be produced locally, while increasing its integration in 
the international division of labor of the COMECON countries. About 55% 
of Bulgarian trade is conducted with the U.S.S.R. and another 25% with 
the other COMECON states, leaving the industrialized West and Third 
World to share the remaining 202. 


Bulgarian interest in trade with the West, including the United States, 
centers on technologies, machines, and processes that will enable the 
country to modernize its industrial base, increase productivity, and 
improve its ability to earn hard currency through exports. In recent 
years, Bulgarian foreign trade officials have been stressing countertrade 
and buy-back as an integral part of most large-scale deals with Western 
firms. In these cases, the Western supplier must agree to accept a 


percentage -- the exact amount of which is negotiable -- of his return 
in Bulgarian products. One recent example was a contract signed between 
PepsiCo and Technika, the state agency for licensing, in which PepsiCo 
agreed to purchase Bulgarian goods amounting to 200% of the value of 
concentrate sold to Bulgaria for soft drinks. A second form of trade 
stressed by Bulgaria is industrial cooperation, in which Bulgaria would 
produce an item under Western license, which would be partially sold 
back to the Western supplier for his own manufacturing needs, or would 
be integrated in a final product produced elsewhere. Finally, Bulgaria 
is also anxious to explore new forms of cooperation with Western firms, 
including acting as sub-contractors for firms engaged in construction 
projects in Africa or the Middle East. Some U.S. companies have them- 
selves explored the possibility of acting as sub-contractors for Bulgarian 
agencies, such as Agrokomplekt, which engage in large-scale construction 
in the Middle East, supplying machinery and equipment. 


In the metallurgy field, a number of U.S. firms have been in contact with 
the Ministry of Metallurgy and Mineral Resources regarding providing 
equipment or technology for construction of various rolling mills which 
will be a part of the Third Metallurgical Complex project. It is also 
expected that the complex will offer significant possibilities to U.S. 
suppliers of environmental protection technology in a later construction 
Stage. In the machine-building area, the Bulgarians sent a delegation 
led by Minister of Machine-Building Toncho Chakurov to the U.S. in 

March 1979, to visit U.S. firms and review the possibility of obtaining 





technology for production of heavy trucks, diesel engines, storage 
batteries, transmissions, large machine tools, and steel castings, 
suitable for use at the new Radomir plant. In the electronics field, 
Bulgarian firms have been in contact with their U.S. counterparts in 
the areas of robotics, magnetic discs, and computers. In the chemistry 
area, Bulgaria: firms have indicated interest in purchasing licenses 
for the purification of caustic soda and in process control. Other 
areas include licenses for industrial belts and leather processing. 

An area of great interest in many industries is resource recovery -- 
the utilization of waste materials from the manufacturing process. 


In the field of agriculture, a number of U.S. firms have had dealings 

in providing breeding cattle, semen, and hybrids for corn and grain. 
Agricultural chemicals for fertilizers and plant protection have also 
been a prime source of interest. A delegation headed by the First 

Deputy Minister of Agriculture and Food Industry is due to visit the 

U.S. during the latter half of April, to sign a Joint Statement on 
Cooperation in Agriculture with the U.S. Department of Agriculture, 

and to explore the possibility of incorporating advanced U.S. methods 

for animal husbandry, fruit growing, and food processing in the Bulgarian 
agricultural and food industry. 


Some American firms dealing with Bulgaria have complained about lack of 
seriousness on the Bulgarian side, long delays in reaching final deci- 
sions, or receipt of faulty goods. Although dealings with the Bulgarian 
market can be frustrating, especially for new entrants to market, firms 
that have stayed in the market for a number of years usually find dealings 
more regular and continued sales more likely. Bulgarian officials have 
emphasized the importance of Most Favored Nation status as a prerequisite 
for expanded trade. They have, nonetheless, despite lack of MFN, shown 

a willingness to explore possibilities on the basis of current U.S. laws 
and regulations. A number of trade delegations, for example, were 
dispatched to the U.S. prior to the Third Plenary Session of the U.S.- 
Bulgarian Economic Council, which met in Sofia March 5-6, 1979. Bulgarians 
also encourage participation in the annual Plovdiv International Trade 
Fair, held in that city each September. This year, the U.S. will be 
represented officially by a Business Development Office, which will 
conduct a catalog show geared to industrial electronics, rather than by 

a full pavilion. The U.S. Department of Commerce also sponsors a number 
of technical sales seminars. In 1979, Bulgaria received a seminar on 
sewing and garment construction in March, and other seminars are scheduled 
on resource recovery (June), food processing (September), and machine 
tools (October). 


Bulgaria also faces possible shortages in the energy field. Increases in 
petroleum imports from the U.S.S.R. in the future are expected to level 
off, and prices will be much higher as the five-year moving average of 
petroleum prices absorbs the full impact of the Middle East post-1973 
price increases. An increasing percentage of oil, although still a small 
percentage of overall oil imports, is expected to be supplied by Arab 
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sources. Bulgaria will be more and more forced to rely on energy con- 
servation, making use of its low-grade coal deposits, and bringing into 
operation more atomic energy power stations. Strict controls have been 
instituted on fuel consumption, especially on energy use during peak 
morning and evening periods by industrial enterprises. Dwindling 
resources have also caused much greater attention to be paid to the need 
for recycling, especially of paper, and use of waste-free technologies 
in production. 


CONCLUSION 


After 35 years of intensive development under Communist Party direction, 
the traditional methods of strongly centralized direction of the Bulgarian 
economy are showing signs of having outlived their usefulness. To be sure, 
the economy has enjoyed continuous growth and substantial industrialization 
since World War II. Nonetheless, it suffers from a number of faults -- 
inefficiency, lack of coordination, incentives, and initiatives, distorted 
priorities, a neglect of agricultural modernization, and inflexibility. 
These faults can be seen in construction delays, housing and labor short- 
ages, and agricultural shortcomings. 


Bulgarian officials are now realizing that despite their continued "organic" 
relationship with the U.S.S.R. and other COMECON countries, continued 
modernization of the Bulgarian economy, which they strongly desire, will 
require significant new technological inputs from the industrialized West 
including the United States. 


Future directions in the economy, as indicated by a March 1979 Party Plenum, 
may be toward allowing individual enterprises somewhat more leeway to make 
their own economic decisions. Although only time will tell whether this 
will result in significant change, this move toward greater decentralization 
could facilitate U.S.-Bulgarian business contacts and improve conditions 

for trade. 
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